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SUB J : OIL INDUSTRY STRUCTURE TO REMAIN BASICALLY INTACT 
AFTER REVERSION. 

BEGIN UNCLASSIFIED 

1. SUMMARY. A NEWSPAPER ECONOMIC EDITOR, CONSIDERED BY 
THE EMBASSY AS HIGHLY RELIABLE, CONDUCTED AN INTERVIEW 
WITH MINES MINISTER VALENTIN HERNANDEZ ON THE SUBIECT OF 
THE OIL INDUSTRY STRUCTURE AFTER REVERSION. HERNANDEZ 
REPORTEDLY INDICATED THAT THE GOV HAS DECIDED TO MAINTAIN 
THE STATUS QUO TO THE EXTENT POSSIBLE. PETROLEOS DE 
VENEZUELA (PETROVEN) WILL BE ESTABLISHED TO ADMINISTER 
THE INDUSTRY AND CONCLUDE OIL SALES CONTRACTS. EXISTING 
OIL CONCESSIONAIRES WILL REMAIN INTACT, WITH THE POSSIBLE 
EXCEPTION OF THE SMALLEST COMPANIES. VENEZUELANS WILL BE 
APPOINTED TO FILL THE BOARD OF DIRECTORS OF EACH OPERATING 
COMPANY, AND THE COMPANIES WILL BE RENAMED AS UNITS UNDER 
PETROVEN. TWO YEAR TECHNICAL ASSISTANCE CONTRACTS WILL BE 
NEGOTIATED WITH THE FORMER CONCESSIONAIRES, WITH OPTIONS 
TO RENEW FOR TWO YEARS. THE GOV EXPECTS TO HAVE NO DIFFI- 
CULTY SELLING TWO MILLION BARRELS DAILY IN 1976 TO THE 
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CUSTOMERS OF THE PRESENT CONCESSIONAIRES. END SUMMARY. 
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2. EL UNIVERSAL PRINTED ON AUG 21 SUMMARY OF AN EXCLUSIVE 
INTERVIEW ECONOMIC EDITOR C R CHAVEZ CONDUCTED WITH MINES 
MINISTER VALENTIN HERNANDEZ. CHAVEZ IS TRUSTED BY THE GOV 
AND IS FREQUENTLY THE FIRST TO BE GIVEN A STORY. HIS PRE- 
VIOUS ECONOMIC REPORTING HAS BEEN HIGHLY ACCURATE. THE 
BRIEF ARTICLE DESCRIBES ORGANIZATIONAL STRUCTURE OF THE 
OIL INDUSTRY AFTER REVERSION, THE METHOD THAT WILL BE EM- 
PLOYED TO TRANSFER THE ASSETS, INTERNATIONAL MARDETING, 

AND POST-REVERSION OPERATIONAL CONTRACTS. 

3. ORGANIZATIONAL STRUCTURE- THE GOV HAS ELECTED TO PER- 
MIT THE OPERATING CONCESSIONAIRES TO REMAIN INTACT "UNTIL 
WE HAVE PROOF THAT THERE IS ANOTHER SYSTEM MORE CONVENIENT 
TO THE NATIONAL INTERETS", ACCORDING TO MINISTER 
HERNANDEZ. PETROLEOS DE VENEZUELA (PETROVEN) WILL HAVE 
OVERALL RESPONSIBILITY FOR DIRECTING AND ADMINISTRATING 
THE INDUSTRY. EACH OPERATING UNTI WILL HAVE A BOARD OF 
DIRECTORS COMPOSED ENTIRELY OF VENEZUELANS, BUT OTHER 
PERSONNEL INCLUDING FOREIGN STAFF WILL BE RETAINED. THE 
DECISION TO PERMIT MOST. IF NOT ALL, OF THE 20-ODD ENTITIES, 
INCLUDING THE STATE-OWNED VENEZUELAN PETROLEUM CORPORATION, 
TO CONTINUE AFTER REVERSION IS NOTED IN THE ARTICLE AS 
ANOTHER INSTANCE WHERE THE RECOMMENDATIONS OF THE PRESI- 
DENTIAL REVERSION COMMISSION HAS BEEN IGNORED. THE COM 
MISSION REPORT RECOMMENDED A NATIONALIZED MODEL COMPOSED 
OF FOUR OR FIVE UNTIS ORGANIZED BY FUNCTION (REFINING, 
MARKETING, ETC). THE DEICSION TO LEAVE UNITS INTACT 

"FOR AT LEAST THREE OR FOUR YEARS" WAS MADE BY THE GOV 
TO INSURE CONTINUITY OF OPERATIONS AND TAKE ADVANTAGE OF 
THE FORMER CONCESSIONAIRES' EXPERIENCE. IN THE INTERVIEW, 

THE MINISTER ACKNOWLEDGED THAT SOME SMALL CONCESSIONAIRES 
MIGHT BE MERGED FOR EFFICIENCY SAKE AT THE TIME OF THE 
REVERSION. 

4. POST-REVERSION OPERATING CONTRACTS - THE GOV HAS DE- 
CIDED TO NEGOTIATE TECHNICAL ASSISTANCE CONTRACTS WITH 
THE CONCESSIONAIRES WHICH WILL PROVIDE THAT ALL THE FOREIGN 
TECHNICIANS NOW IN VENEZUELA WILL REMAIN, AND ALLOW 

FOR ADDITIONAL PERSONNEL TO BE BROUGHT IN AS NEEDED. CON- 
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TRACTS WILL HAVE AN INITIAL DURATION OF TWO YEARS WITH AN 
OPTION FOR A TWO YEAR EXTENSION. THEY WILL BE SUBJECT TO 
ANNUAL REVIEW TO DETRMINE EXTENT OF ASSIMTI .TATTON OF TECH- 
NOLOGY BY VENEZUELAN TECHNICIANS. 

5. INTERNATIONAL MARKETING - THE MINIES MINISTER FORESEES 
THAT INTERNATIONAL MARKETING OF OIL WILL CONTINUE IN THE 
SAME MANNER AS BEFORE, WITH THE ONE EXCEPTION THAT SALES 
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CONTRACTS WILL BE CONCLUDED BETWEEN PETROVEN AND THE 
BUYERS AFTER REVERSION. MINISTER HERNANDEZ INDICATED 
THAT CONVERSATIONS WITH THE OIL COMPANIES HAVE NOT BEEN 
"EASY' 1 ON THIS SUBJECT, NOR ON THE QUESTION OF TECHNICAL 
ASSISTANCE CONTRACTS. HERNANDEZ ANTICIPATES THAT AT THE 
BEGINNING APPROXIMATELY 80 PERCENT OF OIL EXPORTS WILL 
CONTINUE TO BE SOLD OF F.O.B. VENEZUELAN PORT TERMS. 

HE WOULD LIKE TO INCREASE THE PERCENTAGE SOLD UNDER C.I.F. 
CONTRACT, BUT IS REALISTIC THAT THIS WILL BE DIFFICULT 
TO ACHIEVE. THEMINISTER ALSO ANTICIPATES THAT THERE WILL 
BE NO DIFFICULTY ARRANGING THE SALE OF TWO MILLION BARRELS 
DAILY TO THE CUSTOMERS OF THE PRESENT CONCESSIONAIRES. 

6. TRANSFER OF ASSETS - IN ORDER TO REDUCE TO A MINIMUM 
THE PROBLEMS AND COMPLICATIONS OF REVERSION, THE GOV PRO- 
POSES TO "BUY" THE ASSETS OF THE COMPANIES (INCLUDING THE 
PERSONNEL). THE PURCHASE PRICE WILL BE EQUIVALENT TO THE 
AMOUNT OF INDEMNIZATION WHICH THE GOV DETERMINES EACH CON- 
CESSIONAIRE WILL RECEIVE. CITING THE TWO LARGEST OIL COM- 
PANIES AS EXAMPLES, IT IS ENVISIONED THAT PETROVEN WILL 
ACQUIRE CREOLE AND RENAME IT LAGOVEN, WHILE SHELL WILL GO 
THROUGH THE SAME PROCESS AND EMERGE AS MARAVEN. 

END UNCLASSIFIED BEGIN LIMITED OFFICIAL USE 

7. COMMENT- THE EMBASSY REPORTED PREVIOUSLY (CARACAS 1973. 
2/21/75) THAT THE GOV MIGHT ADOPT TACTIC OF "BUYING"ONGOING 
OPERATIONS OF THE CONCESSIONAIRES. THE PURPOSE OF THIS 
ARRANGEMENT IS TO ATTEMPT TO ESTABLISH A LEGAL BASIS FOR 
AVOIDING THE IMMEDIATE PAYMENT OF WORKER S BENEFITS AT THE 
TIME OF NATIONALIZATION. THE GOV FEARS THAT OIL WORKERS 
WILL FOLLOW THE PRIOR EXAMPLE OF THE IRON ORE WORKERS AND 
PRESS FOR PAYMENT OF BENEFITS, USING AS AN ARGUMENT THAT 
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THE OIL COMPANIES HAVE CEASED TO EXIST. THE GOV HOPES 
TO COUNTER THIS ARGUMENT BY POINTING OUT THAT THERE HAS 
BEEN NO RUPTURE IN THE COMPANY OPERATIONS THAT WOULD WAR- 
RANT PAYMENT OF BENEFITS. END COMMENT. 
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